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INTERNATIONAL ECONOMIC 
COMPARISONS 


Summary of U.S. Economic 


Conditions 


Increased investment spending and msing demand 
for consumer durable goods and for new housing 
fueled a strong recovery in the fourth quarter of last 
year. The momentum is expected to continue in 1994, 
bolstenng industnal output, manufacwres shipments, 
and new housing construcuion. 


The U.S. Deparument of Commerce reported that 
real GDP grew at an annual rate of 5.9 percent in the 


fourth quarter of 1993, almost double the growth rate 
of the third quarter, and the largest quarterly increase in 
7 years. Inflation (as measured by the GDP deflator) 
rose at a moderate rate of 2.2 percent in the fourth 
quarter and by 3.1 percent for the year. Overall 
consumer spending rose by 4 percent and consumer 
demand for durables increased by 14.3 percent from 
the third quarter. 

Business investment spending on new plants and 
equipment, computers and other information- 


7 
grew 31.7 percent, the highest level in 17 years. 
Exports increased by 14.7 percent in the fourth quarter, 
but imports increased by 18.8 perceni. 


plans for 1994, business spending is expected to grow 
by 5.4 percent during the year w a level of $617 
billion. This compares with a spending level of $585 
billion in 1993. Manufactures plan a 3.8-percent 
increase in spending (in current dollars), following an 
increase of 3.1 percent in 1993. 

Durable goods industnes plan a record-high 
spending increase of 4.2 percent in 1994. The largest 
_ncreases are planned in industnes thai have strong 
linkages, both forward and backward, to overall 
economic growth—biasi furnaces, stone-clay-glass, 
electrical machinery and motor vehicles. Nondurable 
goods’ industnes plan a 3.4-percent spending increase 


in 1994, and nonmanufacturing imdusines (uulitics, 
transportation, mining, etc.) plan a 6.2-percent 
increase. 

The sharp rise in consumer demand for durables 1s 
expected to induce rapid growth in manufactures 
shipments in 1994 Inflauon-adjusted shipments of 
manufactures are projected by Commerce to increase 
by 2.8 percent in 1994, up from 2.0 percent in 1993, 
and the fastest since the 3.4-percent rise in 1988 
Durables shipments, driven by a 14-percent surge in 
shipments of pickup tucks, vans, and other light nvotor 
vehicles, will lead the way with an anucipated growth 
of 2.8 percent, the highest since the 5.9-percent gain in 
1988. 

Other industries are expected to show remarkabic 
growth in 1994 due tw msing consumer demand for 
thew products. Increased demand for housing, for 
instance, has caused a strong recovery in the 
construction industry, despite the overhang of 
excessive commercial vacancies in prior years. The 
current dollar value of new residenual housing pul in 
place in 1993 increased by 8 percent from 1992. In 
1994, residential housing starts are expected Ww 
increase by 4 percent w |.3 million units. 

Several services industries have al © expenenced 
strong expansion. Industries that according wo 
Commerce projecuons are undergoing the fasiesi 
growth are linked t© business equipment with 
computer-relaicd and telecommunicauons § serviccs 
leading the way. Space commerce, a communications 
services industry, is projected w post a 23-perceni 
growth in 1994, following a 9-percent growth in 1993. 
Informauon services, including data processing and 
network services, are projected to grow by more than 
12 percent w $136 billion in 1994. 

In addition, the health care industry is expected to 
be among the fastest growing industries in 1994. The 
Nation's health care expenditures have increased from 
6 percem of GDP in 1965 tw an estimated 14 percent in 
1993. 

Despite such prospects for growth, cost cutung will 
force corporauons to add jobs cautiously in order to 
maintain profitability. Commerce projection shows 
that several industries with growth forecasts arc 
expected to cut employment in 1994 rather than add to 


U.S. Economic Performance 
Relative to Other Group of 
Seven (G-7) Members 


G-7 countries is in stark contrast with the sound 
performance of the U.S. economy. Compared with the 
5 9-percent annualized rate of real economic growth in 
the fourth quarter of 1993 in the United States, the 
comparable fourth-quarter figure was 2.8 percent in the 
United Kingdom, the comparable third-quarter figures 
were 2.4 percent in Canada, 2.6 percent in Germany, 
2.0 percent in Japan, 0.5 percent in France, and -1.9 
percent in Italy. 


utilities together—grew by 0.5 percent to 83.5 percent 
in December 1993, following a gain of 0.7 percent in 
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November Capacity ulilizauion in manufactures alone 
grew by O04 percent in December, following 4 
0.8-percent growth in November. From December 
1992 wo December 1993, industnal capacity uuilizauon 
increased by 1.6 percent and capacity ulilizalion in 
manufacturing alone increased by |.9 percent. 

For the year ending November 1993, several G-7 
member countries reported annual declines of 
industnal producuon: Japan reported a decrease of 3.2 
percent, Germany of 4.5 percent, France of 4.9 percent 
and italy a decrease of 1.7 percent. Others reported 
annual increases: the United Kingdom an increase of 
3.9 percent, Canada of 4.9 percent. 


Prices 


In the United States, the seasonally adjusted 
Consumer Price Index rose 0.2 percent in December 
1993. The CPI advanced 2.7 percent during the 12 
months ending December 1993. 

During the |-year period ending December 1993. 
prices increased 3.4 percent in Germany, 4.0 percent in 
Italy, 1.7 percent in Canada, 2.1 percent in France, 1.9 
percent in the United Kingdom, and 0.9 percent in 
Japan. 


Employment 


In December 1993, the U.S. unemployment raic 
declined slightly two 6.4 percent from its November 
level of 6.5 percent. By comparison, unemployment in 
December 1993 was 9.0 percent in Germany, 11.2 
percent in Canada, 11.7 percent in Italy, 9.8 percent in 
the United Kingdom, 12.0 percent in France and 2.8 
percent in Japan. (For foreign unemployment raics 
adjusted to U.S. statistical concepts, see the tables at 
the end of this issue.) 


Forecasts 


Forecasters expect real growth in the United Statcs 
© average around 3.2 percent in 1994. Factors that arc 
likely tw restrain the 1994 recovery include the impact 
of the Los Angeles earthquake on output and incomes, 
the general slowdown in foreign economic growth, 
parucularly in Japan and in Germany and other EU 
(formerly EC) countries, which is expected to conunuc 
into 1994; and the ongoing cost cutting by corporations 
that will weaken employment and incomes. Although 
consumer spending has increased in recent months, 
forecasters expect it to rise al a slower ratc, unless 
personal incomes keep rising strongly, and 
employment prospects improve sufficiently to 
encourage more spending. Also, the upcoming tax 
increase and the cuts in governmeni spending could 
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U.S. TRADE DEVELOPMENTS 


The U.S. Departmen of Commerce reported that 
seasonally adjusied exports of $40.1 billion and 
imports of $50.2 billion in November 1993, had 
resulted in a merchandise wade deficit of $10.2 billion, 
which is $700 million less than the Ocwber deficit of 
$10.9 billion. The November 1993 deficit was 30.8 
percent higher than the deficit registere. in November 
1992 ($7.8 billion) and 7.4 percent higher than the 
average monthly deficit registered during the previous 
12 months ($9.5 billion). In January-November 1993, 


the wade deficit reached $108.8 billion, 43 percent 
higher than the January-November 1992 deficit ($76. | 
billion). 

Seasonally adjusted U.S. merchandise wade in 
billions of dollars, as reported by the U.S. Department 
of Commerce, is shown in table 2. Nominal export 
changes and trade balances for specific major 
commodity sectors are shown in table 3. U.S. bilateral 
trade balances on a monthly and year-to-date basis with 
major trading partners are shown in table 4. 


US. merchendiee trade, seasonally adjusted, Oct.-Nov. 1993 
(Billo dollars ) 
Exports imports Trade balance 
Current dollars— 
DED ccccoeeceecceseecescess 40.1 50.2 51.0 10.2 -10.9 
eer 39.5 39.6 46.2 46.6 6.6 7.0 
EEE cocccesoeccesecoooeceees 38.8 38.9 49.3 49.9 105 -10.9 
3-month-moving average ............. 39.7 39.0 50.2 49.5 106 -10.5 
—— leah tn bm ae 8.9 9.8 75 72 1.5 2.6 


Source: U.S. Department of Commerce News (FT 900), Jan. 1994. 
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' This is an official U.S. Department of Commerce commodity grouping. 


Note —Because of rounding, figures may not add to the totals shown. 
Source: U.S. Department of Commerce News (FT 900), Jan. 1994. 
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Table 4 
U.S. merchandise trade deficits and surpiuses, not seasonally adjusted, with specified areas, Jan. 
1992-Nov. 1993 
(Billion dollars) 
Area or country 1993 1993 1992 1993 1992 
——— -1,02 -1.28 - 80 9.93 -6 86 
——i — ⸗ 19 -.39 39 1.55 4.84 
: ee — 48 2 ; 13 os 
, Germa aes a “83 401 863 661 
uropean Free- 
Association(EFTA)' ........... -.40 26 40 “2.83 -3.92 
Si nceseeeesscesseeeeocesess 5.72 4.10 4.75 -54.02 -44.50 
— —— — — -2.12 -2.66 -1.69 -21.47 -17.16 
— — —⸗ 142 124 - 96 -11.53 -13.13 
FSU*/Eastern Europe........... 27 24 47 2.35 3.22 
— — — 27 16 .39 1.66 2.80 
7——— — ⸗ 22 ‘AN 19 1.01 1.55 
—e— iñii -.73 73 “1.22 -12.01 -10.21 
Trade balance ................. 11.62 12.64 - 8.64 -108.95 -77.23 
' EFTA includes Austria, Finland, iceland, Liechtenstein, Norway, Sweden, and Switzerland. 
2 NICs includes Hong Kong, the Republic of Korea, Singapore, and Taiwan. 
3 Former Soviet Union. 


Note.— Because of rounding, country/area figures may not add to the totals shown. Also, exports of certain grains, 
oilseeds and satellites were — from country/area exports but were included in total export table. Also some 
countries are included in more than one area. 


Source: U.S. Department of Commerce News (FT 900), Jan. 1994. 
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INTERNATIONAL TRADE 
DEVELOPMENTS 


Resolving the U.S.-China 
Textile Dispute 


Another crisis in trade relations between the United 
States and China ended on January 17, 1994, when the 
two countries were finally able to reach a new 
agreement covering U.S. imports of Chinese textile 
products. Negotiations had failed over 9 months wo 
resolve major issues before the 1988 bilateral textile 
agreement with China expired at yearend 1993. Thus 
United States Trade Representative (USTR) Mickey 
Kantor directed the U.S. Customs Service w 
unilaterally lower the quantitative import limits 
(quotas) applicable w the 88 fabric and apparel 
Categories thai the agreement had covered. This action 
would have led to the value of China's exports wo the 
United States in 1994 being reduced by an estimated 
51.1 billion. China immediately responded by 
' — 

The unilateral cuts were ordered because China's 
textile shipments to the United States have by far 
exceeded quota limits. For mosi categories, the new 
quotas were Ww be set ai levels 25 percent lower than 
those in effect in 1993 and they were to be set at levels 
35 percent lower for a few categories in which 
shipments were the mosi excessive. The cuts were to 
become effective January 17, but were announced on 
January 6, © give China the opporwnity to reopen 
negouawions and to respond to U.S. interim demands. 
The new 3-year agreement, concluded as the deadline 
for imposing the punitive quotas was imminent, 
contains nearly all the provisions the United States had 
sought 

Illegal transshipments are te primary problem 
addressed in the new textile agreement. 
Transshipments are goods that are disguised, through 
false labeling and other means, to appear as if they 
were manufactured in a country other than China. The 
goods are often shipped to a third country for the sole 
purpose of reshipping them to the United States under 
that third country’s name. The transshipment problem 
is of particular concern since, during the last 3 years, 
U.S. Customs has gathered evidence that the value of 
those Chinese textiles and apparel entering the U.S. 


market via illegal transshipments through third 
countries totals about $2 billion annually. The 
evidence indicates that the transshipments are taking 
place through at least 25 countries, and China is known 
to have utilized transshipment points as widespread as 
Europe, Asia, Africa, and Central and South America. 
The import categories found to have the largest volume 
of transshipments by China are mainly those covering 
knit shirts, sweaters, underwear, cotion trousers, and 
shop towels. 


Under the new agreement, a _ consultation 
mechanism has been established to address specific 
instances of transshipment. If bilateral consultations 
do not produce a satisfactory solution to the problem, 
the United States then will have the right to make 
adjustments to the quotas. For repeated offenses, the 
charges against a specific quota can be up to three 
umes the amount transshipped. The agreement also 
includes a provision that gives U.S. officials the 
authority to make unannounced visits to Chinese iexule 
and apparel factories to aid in enforcement of the 
agreement. 


Overshipments, or shipments thai exceed quota 
limits, are another significant problem addressed in the 
new agreement During 1990-93, annual 
overshipments occurred in more than 50 percent of the 
textile categories subject to limits, indicating thal 
China is not meeting its legal obligation under the 
agreement to issue expori visas Only for the amount of 
goods for which it has quota. Much of this 
overshipment results from the use of fraudulent visas. 
Counterfeiung, the faking of branded U.S. and other 
apparel, is also a prevalent practice, especially by 
factories in the south of China. In the agreement, the 
Chinese Government is committed to strengthening its 
enforcement procedures, and the inspection provision 
is also expected to help reduce overshipments and 
counterfeiting. 


Prior to the new agreement with China, the United 
States had already incorporated similar provisions to 
control wansshipments and overshipmenis into its 
bilateral textile agreements with 16 countries. Among 
these other countries, South Korea is the only major 
textile supplier to the U.S market, but negotiations are 
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underway to add such provisions to new agreements 
with Taiwan and Macau. 

The agreement with China calls for no increase in 
quota levels in 1994 and for an overall 1-percent 
increase in the quan ity imported during each of the 
next 2 years, whereas the previous agreement allowed 
China w increase its textile shipments to the U.S. 
market by an average 4.4 percent annually. For those 
Categories under restraini in the previous agreement, 
the lower quota levels will result, according to a USTR 
spokesman, in a reduction in China's access to the U.S. 
market by 13 percent or approximately $700 million 
over the life of the agreement. Ambassador Kantor 
noted that “this reduction is entirely justified given the 
substanual transshipment and overshipments that have 
occurred in violation of the previous agreement” 

The new agreement also imposes, for the first ume, 
a limit on imports of silk and mostly silk-blend apparel 
from China. U.S. imports of silk apparel from China 
have been rising rapidly in recent years, from $220 
million in 1989 w $1.0 billion in 1992 and w an 
estimated $1.9 billion in 1993. As a result, the falling 
prices of these imports, consisting mainly of shirts and 
blouses, have seriously affected U.S. producers of 
sim.lar cotton and manmade-fiber apparel. The new 
quotas on the silk and mostly silk-blend apparel 
categories allow for an overall |-percent increase in 
quantity during each of the 3 years of the agreement 

Even if the punitive unilateral quotas announced in 
eariy January had been put into effect, China would 
still have been our largest texule supplier. The value of 
— agt 4A 4 Add. 

States (not counting illegal transshipments and 
overshipments held in Customs warehouses) totaled 
$5.3 billion in 1992 and, on the basis of data available 
through November, increased to about $6.5 billion in 
1993. Nearly 80 percent of all Chinese textile products 
entering the U.S. market consist of apparel items, and 
Chinese apparel imports currently account for about 18 
percent of the value of U.S. apparel imports from all 
sources. 


Mexico’s Long-Awaited 
New Foreign Investment 


Law 


In December 1993, the Mexican Congress 
approved a long overdue new foreign investment law, 
effective December 28. The 1993 summer 
congressional session, which can be credited with 
passing many other pieces of legislation, had withheld 
this particular one, due to the uncertainty of the North 
American Free-Trade Agreement (NAFTA'’s) prospects 
at the ume. 
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The new Foreign Investment Law replaces the 
“Law to Promote Mexican Investment and Regulaic 
Foreign Investment” (LFI) of 1973, which was 
generally considered hosule to foreign capital. Under 
the LI, foreign invesument had been excluded from a 
wide range of economic activities, and in areas where 
it wes permissible, foreign ownership had been 
generally limited io 49-percent. In the early 1980s, 
when attracting capital from abroad was seen once 
again as desirable for Mexico, the LF] was applied in 
an increasingly flexible manner. The LFI was first 
modified in 1984 during the administration of 
President de la Madrid, allowing majority ownership in 
selected activities. 

In May 1989, the Salinas administration put 
LFl-implementing regulations into effect, which 
amounted to a sweeping liberalization of the country's 
foweign investment regime. The 1989 regulations 
formalized many liberalizing procedures that had been 
already in place for some years, such as facilitating the 
approval process for foreign investment, and greatly 
expanding the number of economic areas in which 
majority-foreign ownership was allowed. For 
example, the 1989 regulations opened state banks to 
limited foreign parucipation for the first time, and 
raised the allowable level of foreign participation in the 
insurance industry, With its much more liberal 
treaument of foreign invesument than the ongina! LF! 
provided for, Mexico was succeeding in attracting 
considerable foreign capital flows, even though the 
1973 LFI has remained on the books. 


The United States, the largest foreign presence in 
the Mexican economy, accounts for some two thirds of 
accumulated direct foreign investment in Mexico. In 
1992, the United States was responsible for 63 percent 
of overall direct foreign investment flows to thal 
country. Nonetheless, many areas of economic activily 
of substanual interest to U.S. investors—petroleum, 
petrochemicals, mining, lransportauon equipment, auto 
parts, and services, including most financial 
acuviues—remained reserved w Mexican nationals. 
Long-standing U.S. objecuons t© Mexico's foreign 
invesunent regime have become an enduring issue of 
comtenuon between the two countnes. Although, as 
stated, Mexico had liberalized many of its restrictions 
through successive regulauons beginning in 1984, U.S. 
investors conunued to face the risk thai these measures 
could be withdrawn any ume, and leave the LFI to 
prevail. On these grounds, the United States called for 
a repeal of the 1973 LFI and insisted that the 
regulatory changes that followed it should be made 
permanent, i.e. codified in a new law. 


The differences between the two countries on 
foreign investment were resolved in the NAFTA, 
effective January 1, 1994. The NAFTA commits both 
partners, as well as Canada, tw extend national 
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weatment t© cach other's invesiments in most areas, 
subject to specified conditions. The NAFTA phases 
out the applicability of Mexico's widespread 
“performance requirements” from investors from 
partner countries that have frequently discouraged and 
antagonized U.S. investors in the past. 

The new Foreign Investment Law atiempts to 
strike a balance between Mexico's need to attract 
foreign investors, and the country's continued wish to 
preserve domestic control in key sectors. The law 
codifies the terms agreed to in the NAFTA, extending 
national treatment not only to NAFTA partners but to 
foreign investors from third countries as well, subjeci 
to specified limitations. Mexican officials have 
frequently emphasized that they wish to diversify 
foreign investment, and they are actively pursuing 
investors from Japan, other Far Eastern countries, 
Europe, and other areas. 


The new law opens up most economic acuvilies to 
100-percent foreign ownership, and requires prior 
approval by the National Foreign Investment 
Commission only if the value of a proposed investment 
exceeds $100 million. In other economic areas 
previously reserved for Mexicans, the law allows 
minority foreign ownership or, if approved by the 
National Foreign investment Commission, even 
majority ownership. Activities to which foreign 
ownership ceilings still apply include cooperative 
production (10 percent), air-transport (25 percent), 
insurance and some other financial services (49 
percent), certain railroad services such as locomotive 
and wack maintenance, and signalization (49 percent), 
warehousing and shipping entities involved in 
domestic maritime navigation (49 percent), producuon 
of automobile parts, equipment and accessories (49 
percent). The new law removes “performance 
requirements” from foreign § investors—such as 
specified export levels, capital controls, tade 
balancing, and minimum domesuc conteni—in line 
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with commitments made previously to partners in 
NAFTA. 

However, Mexico's Foreign Investment Law is not 
an automatic extension of NAFTA provisions Ww all 
countries. For example, under NAFTA, financial 
services in commercial banking and st. k brokerages 
may gradually open up to wholly owned subsidiaries 
from pertner countries. By contrast, for all other 


. foreign investors 30-percent equity participation is the 


limit. Notably this distinction became an issuc 
between Mexico and the Organization for Economic 
Cooperation and Development (OECD) because some 
OECD officials objected w discrimination by Mexico 
against non-NAFTA OECD members. The mater is 
being discussed between Mexican and OECD officials 
in the context of Mexico's request for accession to the 
OECD, which is now under consideration. 


Notably, the new law also allows Mexican 
subsidianes of foreign corporations and Menican 
companies with foreign participation to buy land for 
industnal and commercial purposes along the border 
and coastlines. Previously, these areas had been 
reserved t© Mexican companies only, although 
complex trust and stock ownership arrangements made 
investment possible for foreigners even then. The 
change in the new law will establish legal security for 
foreigners interested in investing in beach hotels and in 
developing industrial and commercial real estate in 
these previously excluded regions. 

Segments of the economy that continue to exclude 
foreign investors are extraction of petroleum and other 
hydrocarbons; production of basic petrochemicals; 
generauon of electricity and nuclear energy; mining of 
radioactive materials; communications by satellite; 
telegraphic and radiotelegraphic services; mail; 
railroads; prinung of money and coinage; control, 
imspecuon, and surveillance of maritime ports, inland 
ports, airports and heliports. Most of these exclusions 
are mandated by Mexico's Constituuion of 1917. 
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Foreign Investment in 
Former Communist Central 
Europe: U.S. Firms Play a 

Vital kole 


By “he end of 1993, foreign capital invested in the 
Czech , Hungary, Poland, and Slovakia, the 
signa*ie¢s of the Central European Free-Trade 
Agree®ent (CEFTA), reached an estimated $12 billion. 
(For » Gescription of the agreement, which has been in 
effec: Since March 1, 1993, see JER, August 1993.) At 
the A of 1993, foreign capital investment in the 
CEF'A countries represented roughly four-fifths of the 
(otal “nvestment in the entire former Eastern bloc. (In 
additton to the CEFTA countries, the former Eastern 
bloc includes Romania, Bulgaria, the Baltic states, and 
the ‘Orme: Soviet republics.) The capital inflow was 
an ¢stimait $3.4 billion during 1993, compared with 
$2.6 billion Guring 1992. According to the Bank of 
Invanational Settlements (BIS), no other region of the 
world has registered a stronger inflow of capital during 
1990-93. Based on announced capital commitments by 
majo corpotations, the momentum of inflow into the 
région will Continue during 1994. 


Currently capital invested in the regional siock 
Mmarkeis is ptinuscule, but it is slated to grow. 
According to PlanEcon, Inc., since mid-1993, a limited 
number of Wéstern market investors have made 10 to 
“0 percert Monthly rewrms in dollar terms on the 
Budapest, Prague, and Warsaw stock markets. 
(Foreign intetest in the Bratislava stock market, which 
began to operate in mid-1993, is expected to grow 
during 1994.) During the last quarter of 1993, the 
average price to earning (P/E) ratio (the price of stock 
divided by the issuing company's earnings per share 
for a 12-month period) exceeded 20 on the 3 markets. 


WashiNgton embassy officials of the four countries 
assert tha: date’ on capital inflows into their respective 
countnes are sparse. Since most foreign investment in 
these Countries is no longer subject to approval by the 
State. the regional governments themselves must 
estin\ate the level of capital inflow and its distribuuion 
by s¢ctots.2 The OECD is currently working with the 
govemments of the former Eastern bloc to develop a 
sysi¢™ Of standardized statistical reporting on foreign 
inveSiment in these countries. 
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U.S. Companies Play a Vital 
Role 


In contrast to the widespread view in the United 
States that U.S. firms, preoccupied with short-term 


recognize U.S. firms as the most dynamic investors of 
long-term capital in the region. With a cumulative 
investment of $4.2 billion, the United States leads 


firms with large manufacwring investments from Italy 
are Fiat and Luccini Siderurgica S.p.A. in Poland. 


U.S. brand names are making headway in the 
CEFTA countries. Subsidiaries of traditional U.S. 


in Hungary, four international consortia were 
competing for 30 percent of the shares of the country's 
telecommunications company, MATAV. A U.S. 
company participated in each consortium: Ameritech 
Corp., Bell Adantic Corp., General Telephone and 
Electronics, Inc. and U.S. West, Inc. On December 17, 
1993, the Deutsche Telecom-Ameritech consortium 
won the bid, dubbed as the largest privatization deal in 
the former Eastern bloc thus far, and the third-largest 
anywhere. Many prestigious American law firms and 
accounting offices have set up operations in the 
CEFTA countries. Typically subsidiaries of U.S. 
companies in Western Europe establish and supervise 
spin-off subsidiaries in CEFTA capitals. From a 
Statistically negligible level in 1989, per capita U.S. 
direct investment in the CEFTA region increased to an 
estimated $65 by the end of 1993. (The comparable 
number for the European Union (EU) was $578.)° The 
CEFTA countries are, and for some time will remain, 
in the forefroni of attracting private U.S. foreign 


investment in the former Eastern bloc. 
3 Foreign Direct Investment (FDI) is defined as capital 
sent to a firm in which the investor owns at least 


10 percent of the shares. FDI takes the following forms: 
In-kind investment (the delivery of machinery and 

) y—- oP — of operations), equity investment 
(the purchase of shares), and working capital deposited 
through the banking system. 
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The Forces Pulling Capital Into 
the CEFTA Region 


The region, which itself is in the process of 


relations with the countries of this area. Firms from 
the CEFTA countries have even begun to invest in 
firms in the Baltic States, Russia, and Ukraine. 


Among the countries of the former Eastern bloc, 


democratic pol.'.cal institutions. They are also the first 
countries to see their economies recover from the worst 
economic downturn since World War II. After 4 years 
of consecutive declines, the real GDP grew by an 
estimated 5 percent in Poland during 1993. Although 
aggregate production levels stagnated in the Czech 
Republic and Hungary during 1993, projections for 
1994 indicate positive economic growth in both 
countries. Slovakia is behind its three partner siates on 
the path t© economic recovery. The country's real 
GDP declined by over 6 percent during 1993, but the 
decline is expected to slow considerably during 1994. 


transformation in the industries of the CEFTA 
countries demand a continued, massive infusion of 
technologically advanced capital goods and 
Western-style techniques of management and 
marketing. This strong demand is expressed in the 
relatively low prices that the CEFTA states charge for 
their assets in the course of privatization. Moreover, 
the recurrence of large, current account deficits creates 
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an urgent need for convertible currencies in the CEFTA 
countries. This need, in tum, exerts an additional 
downward pressure on asset prices. The low prices arc 
combined with the availability of highly skilled and 
relatively cheap manpower throughout the region. 

Progress in market economic reforms and the 
recognized need for foreign capital have resulted in an 
increasingly attractive financial and legal framework 
for foreign investors, The currencies of all four 
countries enjoy current account convertibility. (That is, 
they can be exchanged to import or repatriate carnings 
on investments.) In all four countries, the transfer of 
profits earned in convertible currencies or in the 
respective local currency is unlimited. Foreign 
investors are entitled to full ownership of enterprises, 
and as mentioned carlicr, the requirement for 
government approval has been abolished for most 
types of foreign investments in the region. A permit is 
required when the proposed activity could have an 
adverse effect upon the environment or public safety, 
involves utilities (for example, transportation, 
telecommunications) or activities generally considered 
the government's domain (for example, national 
defense). 


Although the influx of foreign firms in the CEFTA 
countries unequivocally proves that real opportunities 
exist in the region, some major constraints must be 
eliminated before the full potential of foreign capital 
invesument can be unleashed. 


Constraints to the Inflow of 
Capital 


In various surveys, business executives indicated 
many factors that either limit their firms in making 
Capital commitments or totally discourage them from 
undertaking acquisitions in the CEFTA region. 
Companies operating in the region often cite a vacuum 
in business linkages, a legacy of the previous, 
nonmarket economic system. During the communist 
era, large, state-owned firms established their own 
interfirm linkages ior the supply of parts or services. 
Since 1989, bankruptcies and privatization have wiped 
Out these linkages without giving enough ume for the 
emerging market economies to develop the networks of 
small-and mid-size suppliers and subcontractors that 
are prevalent in market economies. 

The unavailability of financing to develop new and 
to expand existing projects is a further constraint. 
Commercial banks and investment funds in the 
developed countries, and international financial 
institutions, such as the World Bank and the European 
Bank for Reconstruction and Development, provide 
only a fraction of the capital demanded by firms 
intending to invest in the CEFTA region. 
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audit around the sites of their operations 
to avoid being confronted with unexpected liabilives. 
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($350 million), General Motors Corp. ($250 million), 
Ford Motor Co. ($123 million), Guardian Industries, 
Inc. ($120 million), and Sara Lee Corp. ($100 million). 

Companies with an initial foreign capital of at least 
500 million forints ($5 million) enjoy a 100-percent tax 


holiday during the first 5 years and 60 percent tax 
relief during the following 5 years if their investment is 


expected to phase out some other highly favorable tax 
breaks tailored for foreign investors, the corporate 
income tax rate was reduced from 40 to 36 percent in 
January 1994. 

According to Mr. N. Jaggers, representative of the 
Bank of England to an OECD conference dealing with 
investment activities in the former Eastern bloc, much 
of Hungary's remarkable success in attracting foreign 


investment stems from its long-standing presence on 
the international bond market. He suggested that 


foreign investors view Hungary's familiar presence and 
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track record of payments as highly attractive features 
in its investment environment. During 1993, the 
Hungarian National Bank raised $3.8 billion on 
internauional capital markets. 


$1.0 billion in investments, U.S. firms are in the lead, 
followed by firms from Italy and Germany. The 
largest U.S. investors are Coca-Cola Co. ($170 
million) International Paper Co. ($120 million), and 
Curtis International, Inc. ($100 million). 


Poland emphasizes the national treatment of 
foreign firms.Corporate profit tax is 40 percent for all 


basis. The criteria to obtain preferential tax treatment 
are that foreign investment must exceed 2 million 
ECUs and the company should either promote the 
transfer of technology, or export at least 20 percent of 
its total Output, or it must be located in a region where 
unemployment is relatively high. Among the CEFTA 
countries, Poland represents the largest national 
market. 


Czech Republic 


At the end of 1993, foreign capital invested in the 
Czech Republic amounted to roughly $2.0 billion. The 


equipment production (21 percent), construction (13 

percent), food processing (10 percent), banking (9 
percent) and other activities (20 percent). With 
investments amounting © approximately $0.6 billion, 
U.S. firms shared the first place with firms from 
Germany, followed by firms from Austna and France. 
The largest U.S. investors are Philip Morris, Inc. ($215 
million), K Man Corp. ($70 million), and Procter and 
Gamble Co. (44 million). 

The Czech Republic emphasizes national treaument 
of foreign companies. The corporate income tax was 
reduced from 45 percent during 1993 w 42 percent 
during 1994, and the Government plans to 
approximately 35 percent. Business executives from 
the industrialized countries praise the Czech Republic's 
new commercial code that affords them a legal 
environment comparable with that of their respective 
home countries. International financial experis 
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intend to attract $2.5 billion in foreign investment over 


manufacturing firms. Slovak officials say that they 
the next decade. 


each of the above categories, banks with foreign 
participation receive more tax relief than 
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consler the Czech Republic the most creditworthy 
among CEFTA members. 

Slovakia 
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Money-market interest rates,' by selected countries and by specified periods, Jan. 1990-Nov. 1993 
(Percentage, annual rates) 


1993 
Country 1990 §=«.: 199 1992 ! " m Mar. Apr. May June July Aug. Sept. Oct. Nov. 
United States ......... 8.3 5.9 3.6 3.2 3.1 3.1 32 063 3.1 3.2 3.1 3.1 3.1 32 633 
LT 7.7 73 44 3.4 3.2 (?) 33 32 3.2 3.2 3.2 3.0 2.6 2.4 
i rensesennees 13.0 9.0 6.7 6.3 5.1 2 56 54 5.2 49 45 45 49 4.7 2 
Germany ............. 8.4 9.1 9.4 8.2 7.5 2 78 8678 7.4 7.5 71 6.4 65 65 
United Kingdom ....... 14,7 11.5 9.5 6.3 5.8 2 59 59 5.9 5.8 5.8 5.7 5.9 5.7 2 
— le 10.2 9.5 10.1 11.4 7.7 " 109 87 7.4 71 7.7 7.4 71 68 2 
I 12.1 12.0 13.9 1.7 10.7 2 1.3 114 10.7 10.1 9.4 9.2 90 87 
' 90-day certificate of deposit. 
2 Not available. 
Source: Federal Reserve Statistical Release, Dec. 20, 1993 Federal Reserve Bulletin, Dec. 1993. 
Effective exchange rates of the U.S. dollar, by specified periods, Jan. 1990-Dec. 1993 
(Percentage change from previous period) 
1993 

Item 1991 1992 1993 ! " ww WW Aug. Sept. Oct. Nov. Dec. 

index’ . ' poeveccoesees 98.5 97.0 100.1 101.3 98.1 99.6 101.2 99.6 99.0 100.1 101.3 102.1 
Percentage 

TT 1.5 15 3.1 24 -32 1.4 1.6 5 6 1.1 1.2 8 
Adjusted: index’ ........ 101.1 100.9 104.2 105.6 1030 103.7 1041 103.4 102.7 103.1 103.9 104.2 
Percentage 

change............... 1.0 “1 3.3 25 -25 7 4 1.7 -.7 4 8 3 


' 1990 average=100. 
Note.—The foreign-currency value of the U.S. dollar is a trade-weighted average in terms of the currencies of 15 other major nations. The inflation-adjusted 
measure shows nen in the dollar's value after adjusting for the inflation rates in the United States and in other naiions; thus, a decline in this measure 
suggests an increase in U.S. price competitiveness. 
Source: Morgan Guaranty Trust Co. of New York, Jan. 1994. 


Trade balances, by selected countries and by specified periods, Jan. 1990-Nov. 1993 
(in billions of U.S. dollars, f.0.b. basis, at an annual rate) 


1992 1993 
Country 1990 1991 1992 IV ! " "i Aug. Sept. Oct. Nov. 
United States’ ............ -101.7 -65.4 -84.3 -86.3 103.1 122.5 125.4 -120.5 -127.4 -130,7 -122.0 
— 63.7 103.1 132.4 142 () () 2 Ly 
9.4 49 8.9 14.4 9. 12 2 — 
65.6 13.5 32.0 28.8 35 2 
-33.3 -17.9 245 14.0 2 2 
9.2 5.4 1.7 3.6 2 
-10.0 -12.8 2.1 12.0 2 
: so are adjusted to reflect change in U.S. Department of Commerce reporting of imports at customs value, seasonally adjusted, rather than c.i.f.value. 
3 Converted from ECU to dollars. 
Source: Economic and E Indicators, U.S. Central Intelligence , Nov. 20, 1992: Advance Report on U.S. Merchandise Trade, U.S. Department of 


: on 
Commerce, Jan. 19, 1994; ian Economic Observer, Nov. 1993 and Eurostatistics Short-term Trends, Oct. 1993. 
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U.S. trade balance, ' by major commodity categories and by specified periods, Jan. 1990-Nov. 1993 


(In billions of dollars) 
1992 1993 

Country 1990 1991 1992 IV ! " wt Aug. Sept. Oct. Nov. 

Commodity categories: = 
Agricuture............. 16.3 162 186 5.7 4.9 393.4 1.0 1.2 1.8 1.8 8 
Petroleum and se- 

lected product— 
(unadjusted) ......... -546 -423 -43.9 “11.7 -11.0 “12.7 11.3 3.7 -3.8 41 -3.7 

Manulactured goods ...... -90.1 -67.2 -86.7 -26.5 21.0 25.3 36.2 11,5 -12.4 12.2 -12.0 

Selected countries: 

Western Europe........ 4.0 16.1 6.2 -8 3.5 0.9 28 8 -3 2 44 
i -7.7 -6.0 7.9 -2.8 -2.5 28 2.1 5 “1.1 1.2 -1.0 
Dceeeesesereese ee -41.0 43.4 -49.4 147 -13.2 14.4 “15.2 5.2 5.3 -6.1 -5.7 
OPEC 

(unadjusted) ......... -243 -13.8 -11.2 -3.4 -3.0 3.4 -3.6 1.2 “1.1 -7 7 

Unit value of U.S. im- 
ports of petroleum and 
selected products 
(unadjusted) ........... $19.75 $1742 $1680 $17.37 $16.24 $16.49 $1463 $14.53 $14.37 $1460 $13.69 


' Exporis, f.a.s. value, unadjusted. Imports, customs value, unadjusted. 
2 Beginning with 1989, figures include previously undocumented exports to Canada. 
Source: Advance Report on U.S. Merchandise Trade, U.S. Department of Commerce, Jan. 19, 1994. 


